BENNETT ADDRESSES NEED FOR
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February 12, 2009

Mr. President, we are awaiting the conference report on the stimulus package. The
papers and the airways are full of the fact this will be the largest expenditure we have
made, peacetime, perhaps in our history. | think it well, as we wait for the details of the
package, for us to pause for a moment to take a longer look beyond the recession,
beyond the financial circumstances we're facing at the moment and look down the road
at what we are facing as a nation as a whole so I'm going to make a historic pattern
today and then introduce at the end what | feel is necessary for us to deal with our
financial problems.

Let us go back a moment in history, Mr. President. to the year 1966. Why do | pick
19667 Because that was the year that we significantly expanded the entitlement
spending in the United States. That was the year we adopted Medicare as a federal
program.

Components of Federal Spending FY1966
Medicare and Medicaid Spending Begin in 1966

As you see from the chart, at
that time the mandatory
Mandatory Distl?:irf:aw spending constituted 26% of
: 449, the of the budget. By
"mandatory” | mean spending
that we have to do. People are
entitled to receive that money
whether we have the money or
interes} Costs not. It's mandatory under the
law. And the largest portion of
the mandatory spending in
1966 was Social Security. We

Non-defense .
Discretionary Source: Office of Managementand Budget were paying rOUgh|y 7% of our

23% budget for interest. We had
non-defense discretionary
spending, which was 23%. And the big item -- the big-ticket item that dominated the
budget in 1966 was defense. It constituted 44% of federal spending in 1966.

Let's see what has happened since that time. Let's see where we are today. And in
fiscal 2008, this is where we are. The mandatory spending has grown from 26% to 54%.
Interest costs roughly the same. They were 7%. Now they're 8%. Nondiscretionary
spending has shrunk to 17%. Defense discretionary, even though we are in wartime, is
21%. It is clear that the mandatory spending is taking over control of the federal budget.
And interest costs, of course, are mandatory. We owe those interest costs. So you add
the two together -- 54% and 8% -- and you get 62% of the federal budget beyond the



Components of Federal Spending FY 2008

control of the Congress. That is, when we

passed the appropriations bills, when we ol
make our decisions what to spend money for, e
we are spending money in the minority,
where a 62% majority is out of our control.

When you take away the defense S Non-defense
spending and assume that has a semi ek S
mandatory aspect to it and put defense
spending in the mix, that means the congress
only has control of 17% of the budget; an Interest Costs
amazing change in the roughly 40 years from Source: Congressional Budgetofice

1966 until today.

What does the future look like? |
must make the point that every
approximate we make around here
Defense and is wrong. Every projection is an
Dloaretiorary educated guess. But the educated
29% guess of what will happen 10 years
from now is that mandatory
spending will have grown to 61%
Mandatory and interest costs to 10%. That's
o Interest Coste 71%. The congressional budget
° office won't make a guess as to the
divide between defense and non-
Source: Congressional Budget defense discretionary spending, so
all discretionary spending will be
29%, if we divide it in half, as it has historically been. That means the congress just 10
years from now will only control 10% of the federal budget. All of the rest of it will be on
automatic pilot. That is a startling thing to look forward to.

Components of Federal Spending FY 2019
Projected

So, as we're talking about the stimulus
packages, we need to pause, as | Entitlements on Auto Pilot
said, and pay a little attention to the
entitlement spending that will go on
and the kind of spending that will be
built up, and we're adding to that with
this stimulus package. Now, here it is
in the projections of what it will be, and
it constitutes a wave. Indeed, it has Social Security
been referred to almost as a tsunami
of spending. And it's broken down into
the three primary sources of
mandatory spending, the three biggest
entitlements. At the bottom is the one that is the biggest now, and that is Social
Security. But Social Security does not grow as fast as the next one, which is Medicare.
And then on top of that is Medicaid. And one can see that this tsunami of spending will
take our mandatory spending, which at the moment is less than 10% of GDP, up to
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more than 20% of GDP. Let me put up another chart that illustrates the same point in a
slightly different way. You have the same entitlements, and we have added in this chart
discretionary spending. And the solid line across here is the average revenue of the
federal government. It's recorded in percentage of GDP and we have historically had a
revenue average of 18.4% of GDP and as you can see in 2007, the expenditures were
slightly above that line. And the largest portion of the expenditures were the
combination of defense and non-defense discretionary spending. But the projection, as
you go out, you see that at some point the entitlements will take over every dime that
we take in, and the largest portion of it will be Medicare. Social Security will still be
there. Medicaid will still be there. And discretionary spending will shrink even further, as
a percentage of what we're dealing with.

Entitlements on Auto Pilot

(Percent of GDP) Why is this happening? Is this
some kind of a plot that
m Interest Discretionary Somebody is involved in? No.
This is a result of the
. demographic changes that are
Historical Average Revenues - 18.4% occurring in our country, and this
i — chart summarizes it with the

| headline "Americans are Getting
Older." If you go back to 1950,
the percentage of Americans who
were age 65 or older was about
7%. Taking it here at the

2007 2030 beginning, it grew -- the

source: CongressionalSudget Office percentage at a relatively slow
level, and then actually began to
shrink. Why did it begin to shrink of the percentage of Americans 65 and over? This is
the reflection of the great depression. People had fewer children in the great
depression. So it follows that 65 years later, there were fewer people who were of
retirement age. But following the great depression, you had the second World War and
then when people came home from war, you had what historians refer to as the baby
boom, and all of those who came as a consequence of that are called "the boomers."
Americans are Getting Older
{Percentage of Americans ages 65 and older) And Starting in 2008, which is now
history, the line started upward in a
dramatic fashion. And in the next
20 years we are going to see
something happen that has never
happened in American history
before. In the next 20 years, the
percentage of Americans who are
over 65 is going to double. That's
what's driving all of the numbers
that | put up before, all of the
changes in entitlement spending.
And these people are already born.
This is not a projection that depends on guesses. This is something that we can be sure
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of because the demographics of these folks are already there. Now, the projection is
that 20 years from now when the baby boomers have finished retiring, the rate of
increase will slow down again and go back to the somewhat gentle rate that it was
before we got into this situation. But that is the reality that we are dealing with. In the
next 20 years, the percentage of Americans who are 65 or over is going to double.

Let's look at some of the
detail behind these
demographics. Seniors are
M [iving longer. Not only are we
-—Male =—Female 8 going to get more of them,
but they're living longer, and
SO that's why that trend is not
8 going to turn down once the
baby boomers have been
28 absorbed. Let me go back to
s 1940. After you reach 65 in
1940, if you're a male, your
life expectancies was another
(M 12 years; female, 13. And so
1940 1960 1980 2000 2020 2040 2060 2080 on, the chart shows how it
Source: Social Security Administration has changed. Now, if you're
male and you reach 65, your
life expectancy is another 16 years. And if you're female, it's another 19 years. And just
roughly a short decade away, a male will go to 18 and female to 21. That means that all
of the entitlement programs that are geared towards our senior citizens are going to be
tapped into for many more years than was the case when they were put in place.

Seniors are Living Longer
(Life expectancy in years for those who reach age 65)

78

If we go back to the history of Social Security, we realize that Social Security was
something of a lottery. That is, when Social Security started in the 1930's, roughly half

of American workers did not survive until they were 65. So it was a lottery with 100% of

the peOP'e paying_ in and only Seniors are Living Longer

50% taklng anythlng out. Those (Additional life expectancy for those who reach age 65, by year in which person
who paid in got nothing for G
having done so.

24

m Male B Female -
All right, now you see they are 19 20
living longer. Today something 18
like 75% or 80% of the workers 18
who joined the workforce at age 18
20 are still alive at 65, so
there's -- the lottery doesn't 14
work anymore. Instead of half 12

of the people paying into the
lottery, not getting anything out,
you've got more than three-
quarters Of the people WhO pay Source: Social Security Administration
into the lottery getting
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something out, and then once they get it, they get it for longer. The life expectancy of
Americans is going up.

As was shown in the last chart, this shows the trend line for males and females. Again,
in 1940, the life expectancy of Americans who had reached 65 was -- for males was
about 75. When we get out into the future, it'll be 86. Put those two facts together. More
people survive to 65, and then more people who get into the pool over 65 stay there for
more years.

All of this means that the financial structure of Social Security is simply unsustainable.
Social Security cannot deal with these demographic changes. This is not a Democratic
plot or a Republican plot. These are the demographics of the reality that Americans are
healthier, living longer and surviving to a older age. So you get this reality to the Social
Security situation. We go to the next chart that shows how Social Security really works
in terms of the lottery that | was talking about. In 1945, the program was still in its
infancy, so this is a bit of a distortion. There were 42 people paying into the program for
every one retiree drawing out. As the program matured and more and more of the
workers retired, this number, very appropriately, came down. But by 1950 there were
still 17 workers paying into the program for every one retiree drawing out. Today there
are three workers paying into the program for every one drawing out. And with the
demographic realities that | described in the previous charts, we are looking at a time
when there will be two workers for every retiree. That means in the retiree is going to
take out $1,000 a month, each worker has to be putting in $500 a month in order to
make that happen. And for a long period of time this is how we have dealt with this
demographic change throughout our history. We have dealt with it by raising taxes
every step along the way, as the number of workers to retirees has gone down, the
amount of taxes that every worker pays has gone up.

Here's the history of the payroll tax increases. In 1937, you paid taxes on $3,000, and
that was it. Now it's $106,000. It has gone up and up all the way through. This is
unsustainable. You cannot

continue to deal with the A History of Payroll Tax Base Increases
(OASDI tax base)

demographic changes in
Social Security by simply ;)pm $120,000
ratcheting up the taxes. Be

there for our children and our :
grandchildren. There is a $80,000
reported survey. I've seen it
many, many places, but I've
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$60,000

never seen the source that $40,000

says that a poll shows that (1980) $25900
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believe that Social Security
will be available for them
when they retire.

Source: Social Security Administration




| have grandmothers come up to me spontaneously on the streets in Utah and tell me
how concerned they are that their children and grandchildren will not have Social
Security. | have people entering the workforce who come to me and say, "Senator, my
biggest question is will Social Security be there for me." And increasingly, people are
sure that it is not. The legislation that | introduce today, madam president, is geared to
make sure that Social Security will be there for our children and our grandchildren. And
that it will be there at roughly the same level it is for us. That is, they will not have to
accept significantly less than we accept in order to make this program work. How do we
do that in the face of this demographic challenge? How is that possible?

Well, one of our colleagues here in the Senate for many years -- Senator Pat Moynihan
of New York -- had the answer. Senator Moynihan looked back on how Social Security
benefits were calculated, and he said, "You know, we calculate the increase in Social
Security benefits on the wrong base." | don't want to get too technical here. But the term
that applies is wage-based increases for cost of living. And Senator Moynihan pointed
out the cost of living is not going up as rapidly as wages are. So if we would just adjust
the base from wage-based to cost-of-living based, a true cost-of-living base. That
means we would slow down the rate of growth and benefits. And in slowing down the
rate of growth and benefits in that fashion, we would solve the problem. It would
become solvent. That's fine.

But what if you are someone who depends upon Social Security as your sole source of
retirement? It was never intended that that was be the case when it was put in place,
but it has become that way for too many Americans. If they were to give up the benefit
that comes from an overpayment -- that is the form of wage-based adjustments -- to go
to the true payment of cost of increasing, which is the cost of the consumer price index,
it would hurt them. They would give up significant benefits.

On the other hand, if you look at people like Warren Buffet and Oprah Winfrey, they
don't really need to have Social Security go beyond the true increase in cost of living.
So the solution is to say for those who are at the bottom of the economic ladder, we
keep Social Security benefits exactly as they are. For Warren Buffet and Oprah Winfrey
and those who are at the exact top end of the economic ladder, we take Senator
Moynihan's idea, and we put it in place and say you will have to struggle by with a
Social Security plan based on the actual increase in cost of living rather than an inflated
increase in cost of living. What about those of us who are in between the people at the
bottom and the people at the very top?

For those of us who fall in between those two areas, we get a mix, a blend, if you will, of
wage-based or cost-of-living based. It's called progressive indexing. All the details are
available in hearings that have been held on this subject which | chaired when | was
chairman of the Joint Economic Committee and in other publications that have
addressed this question. What will this do to the actual benefits of the people in

Social Security? We have asked the Social Security Administration to tell us. Now,
again, these are projections. And as projections, they are subject to some kind of
challenge, but they are the best analysis that people can make. And we start out with
people who are currently 55. That is, only ten years away from the 65 retirement date,



although Social Security by the time they get there will be at 67. But, what's going to
happen to them under the bill that I'm introducing?

This, in the dark barks is what a 2009 retiree will get, and the red bar is what a 2019
retiree will get. And these are in constant dollars. That is, an adjustment has been made
for inflation. And you see that in every instance the 2019 retiree will get more than the
20009 retiree. Now, this is for the low earner. These are the people who are at the
bottom third of our economic structure than the medium earner and the high earner.

So, you see, in every case people

Benefit Levels for Individuals Reaching Age 65 in 2019

Current Age: 55 are made whole and protected.
(Monthly Benefit in Constant 2008 Dollars) This last chart is for the max
= 2009 Refiree 22019 Retiree earner, the maximum earner,
which, quite frankly, probably
§1.747 $1.778 doesn't exist. That would assume

that somebody entered the
workforce at age 20, earned
$106,000 a year the first year and
continued to earn that level going
on up through his entire career.
The maximum he could possibly
draw from Social Security, that
Low Earner Medium Earner High Earner Max Earner would be that level. But, 82% of
Americans fall in these two
categories. So, for someone age
55, under this bill, they have --
they come out just fine. They have nothing they should worry about.

Source: Social Security Administration, Office of the Chief Actuary

What about somebody who's 45, a little bit younger? What happens to them? Again,
these are the estimates made by the Social Security Administration. Once again, the
low earners, they do better under the Bennett plan. The medium earners, they do better
under the Bennett plan. The high earners are virtually the same under the Bennett plan.
We can make the proposal -- pardon me. Make the statement that we are going to hold
everybody harmless.

We will adjust Social Security in a way that makes it solvent while at the same time
preserving the same level of benefits that we have -- those of us who are currently
drawing Social Security benefits. We can see that the same level of benefits would be
available to those who come after us. We will reach out all the way to 2075 and see
what the estimates are from the Social Security Administration. These are people who
will be born in 2010. It's a little hard to make a projection as to how much money they
will have when they don't -- they aren't alive yet. But the projections are made.

Once again, under the bill that | am introducing today, in 2075 the people at the bottom
will do substantially better, comparing today's benefit of $800 to the potential benefit of
nearly $1,300, because they are the ones that are held harmless in the way Social
Security benefits are currently calculated. So, they will get a significant position of
significantly greater benefit than they do under current law. The medium earner, well,



they also will do better. The high earner also will do better. Even the max earner will
come out essentially the same. Now, | can't guarantee these numbers. You can't
guarantee with any certainty what the numbers are going to be in 2075. But the fact that
the Social Security Administration, looking over a past version of this bill that I've
introduced, has said everyone can look forward with some certainty -- these are my
description of it, not their words.

Benefit Levels for Individuals Reaching Age 65 in 2075

Will be born in 2010 Everyone can look forward with
(Monthly Benefit in Constant 2008 Dollars) . . .
some certainty to seeing that his or
= 2009 Retiree #2075 Retiree her Social Security benefits will be

$2,057%2:120

roughly the same as the benefits
that are being paid to retirees

rrrrrrrrrr today. And the system will be
solvent, not requiring any increase
""""" in taxes throughout the life of the
system. We've had a lot of debates
about Social Security and we've
had a lot of proposals about Social
Low Earner Medium Earner  High Earner Max Earner Security. To my knOWIGdge, this is
the only one that can say the two
things I've just said. That is, that
everybody's benefit, wherever they
fall on the economic continuum, will be held at roughly the same level as today's benefit
-- in the case of the low earners, substantially better -- and it can be done without
raising any taxes. That's why we call this the Social Security Solvency Act.

Source: Social Security Administration, Office of the Chief Actuary

Let me go back to the charts | put up in the beginning to stress once again the
importance of bringing entitlements under control. This is where we were in 1966 before
entitlements started to get out of control. We in the congress controlled 23% of the
budget in nondefense discretionary spending and 44% of the budget in

defense spending. So we controlled the majority. Today we have shrunk to the point
where we control only 17% of the federal budget with 21% for defense spending, and
the mandatory and interest costs have grown to a majority, a significant majority. And
looking ahead just ten years, if we don't do something about the entitlements, the
mandatory spending will be 61%, 71% when you add interest costs. And if you divide
defense and nondefense in this historic pattern, we will only have 15% of the entire
federal budget under our control for nondefense discretionary spending. We're talking
about the largest single expenditure in our peacetime history.

As we adopt it, we should do so against the backdrop of what we're looking at in
mandatory spending down the road and realize that if we are going to be able to afford
this stimulus package, we have to have the courage to tackle mandatory spending at
the same time. | yield the floor.



